

A constructive obligation to restructure arises only when an entity: 

• has a detailed formal plan for the restructuring, identifying at least: 

- the activity/operating unit or part of a activity/operating unit concerned; 

- the principal locations affected; 

- the location, function, and approximate number of employees who will be compensated for services 
being terminated; 

- the expenditures that will be undertaken; and 

- when the plan will be implemented; and 

• has raised a valid expectation in those affected that it will carry out the restructuring by starting to implement 
that plan or announcing its main features to those affected by it. 

A restructuring provision includes only the direct expenditures arising from the restructuring, which are those that 
are both: 

• necessarily entailed by the restructuring; and 

• not associated with the ongoing activities of the municipality 

No obligation arises as a consequence of the sale or transfer of an operation until the municipality is committed to 
the sale or transfer, that is, there is a binding agreement. 

After their initial recognition contingent liabilities recognised in business combinations that are recognised separately 
are subsequently measured at the higher of: 

• the amount that would be recognised as a provision; and 

• the amount initially recognised less cumulative amortisation. 

Contingent assets and contingent liabilities are not recognised. Contingencies are disclosed in note 24. 

1.9 Revenue from exchange transactions 

Revenue is the gross inflow of economic benefits or service potential during the reporting period when those inflows 
result in an increase in net assets, other than increases relating to contributions from owners. 

An exchange transaction is one in which the municipality receives assets or services, or has liabilities extinguished, 
and directly gives approximately equal value (primarily in the form of goods, services or use of assets) to the other 
party in exchange. 

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, 
willing parties in an arm's length transaction. 

1.10 Revenue from non-exchange transactions 

Non-exchange transactions are defined as transactions where the entity receives value from another entity without 
directly giving approximately equal value in exchange. 

Revenue is the gross inflow of economic benefits or service potential during the reporting period when those inflows 
result in an increase in net assets, other than increases relating to contributions from owners. 

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, 
willing parties in an arm's length transaction. 

Measurement 

Revenue is measured at the fair value of the consideration received or receivable, net of trade discounts and volume 
rebates. 

Rates, including collection charges and penalties interest 

Revenue from rates, including collection charges and penalty interest, is recognised when: 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; 

• the amount of the revenue can be measured reliably; and 

• there has been compliance with the relevant legal requirements. 
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Changes to property values during a reporting period are valued by a suitably qualified valuator and adjustments 
are made to rates revenue, based on a time proportion basis. Adjustments to rates revenue already recognised are 
processed or additional rates revenue is recognised. 

1.11 Borrowing costs 

It is inappropriate to capitalise borrowing costs when, and only when, there is clear evidence that it is difficult to link 
the borrowing requirements of an entity directly to the nature of the expenditure to be funded i.e. capital or current. 
Borrowing costs are recognised as an expense in the period in which they are incurred. 

1.12 Comparative figures 

Where necessary, comparative figures have been reclassified to conform to changes in presentation in the current 
year. 

1.13 Unauthorised, Irregular, Fruitless and Wasteful Expenditure 

All expenditure relating to unauthorised, irregular or fruitless and wasteful expenditure is recognised as an expense 
in the statement of financial performance in the year that the expenditure was incurred. The expenditure is classified 
in accordance with the nature of the expense, and where recovered, it is subsequently acounted for as revenue in 
the statement of financial performance. 

Unauthorized Expenditure 

Unauthorized expenditure is expenditure that has not been budgeted for, expenditure that is not in terms of the 
conditions of an allocation received from another sphere of government, municipality or organ of state and 
expenditure in the form of a grant that is not permitted in terms of the Municipal Finance Management Act (Act no. 56 
of 2003). Unauthorized expenditure is accounted for as an expense in the Statement of Financial Performance and 
where recovered, it is subsequently accounted for as revenue in the Statement of Financial Performance. 

Irregular Expenditure 

Irregular expenditure is expenditure that is contrary to the Municipal Finance Management Act (Act No. 56 of 
2003), the Municipal Systems Act (Act No. 32 of 2000), the Public Office Bearers Act (Act No. 20 of 1998) or is in 
contravention of the Municipality's supply chain management policy. Irregular expenditure excludes unauthorized 
expenditure. Irregular expenditure is accounted for as expenditure in the Statement of Financial Performance and 
where recovered, it is subsequently accounted for as revenue in the Statement of Financial Performance. 

Fruitless and Wasteful expenditure 

Fruitless and wasteful expenditure is expenditure that was made in vain and would have been avoided had 
reasonable care been exercised. Fruitless and wasteful expenditure is accounted for as expenditure in the Statement 
of Financial Performance and where recovered, it is subsequently accounted for as revenue in the Statement of 
Financial Performance 

1.14 Use of Estimates 

The preparation of annual financial statements in conformity with Generally Recognised Accounting Practice requires 
the use of certain critical accounting estimates. It also requires management to exercise its judgement in the process 
of applying the municipality's accounting policies. The areas involving a higher degree of judgement or complexity, 
or areas where assumptions and estimates are significant to the annual financial statements are disclosed in the 
relevant sections of the annual financial statements. Although these estimates are based on management's best 
knowledge of current events and actions they may undertake in the future, actual results ultimately may differ from 
those estimates. 

1.15 Presentation of Currency 

These annual financial statements are presented in South African Rand. 

1.16 Offsetting 

Assets, liabilities, revenue and expenses have not been offset except when offsetting is required or permitted by a 
Standard of GAMAP, GRAP or GAAP. 
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1.17 Internal Reserves 



Government grant reserve 

When items of properly, plant and equipment are financed from government grants, a transfer is made from 
the accumulated surplus/deficit to the Government Grants Reserve equal to the Government Grant recorded as 
revenue in the Statement of Financial Performance in accordance with a directive issued by National Treasury. 
When such items of property, plant and equipment are depreciated, a transfer is made from the Government Grant 
Reserve to the accumulated surplus/deficit. The purpose of this policy is to promote community equity by ensuring 
that the future depreciation expenses that will be incurred over the useful lives of government grant funded items of 
property, plant and equipment are offset by transfers from this reserve to the accumulated surplus/deficit. 

The purpose of this policy is to promote community equity by ensuring that the future depreciation expenses that will 
be incurred over the useful lives of government grant funded items of property, plant and equipment are offset by 
transfers from this reserve to the accumulated surplus. 

When an item of property, plant and equipment financed from government grants is disposed, the balance 
in the Government Grant Reserve relating to such item is transferred to the accumulated surplus/deficit. 

This policy is applicable for the period ending 30 June 2008. This policy is not applicable in the current year in 
terms of new GRAP standards 

1.18 Investments 

Financial instruments, which include listed government bonds, unlisted municipal bonds, fixed deposits and short 
term deposits invested in registered banks, are stated at cost. 

Where investments have been impaired, the carrying value is adjusted by the impairment loss, which is 
recognized as an expense in the period that the impairment is identified. 

On disposal of an investment, the difference between the net disposal proceeds and the carrying amount is 
charged or credited to the Statement of Financial Performance. 

1.19 Conditional Grants and receipts 

Revenue received from conditional grants, donations and funding are recognised as revenue to the extent that the 
municipality has complied with any of the criteria, conditions or obligations embodied in the agreement. To the 
extent that the criteria, conditions or obligations have not been met a liability is recognised. 

1.20 Segmental information 

Segmental information on property, plant and equipment, as well as income and expenditure, is set out in 
Appendices C and D, based on the International Government Financial Statistics classifications and the budget 
formats prescribed by National Treasury. The municipality operates solely in its area of jurisdiction as determined 
by the Demarcation Board. 

Segment information is prepared in conformity with the accounting policies applied for preparing and presenting 
the financial statements. 

1.21 Going concern assumption 

These annual financial statements have been prepared on a going concern basis. 

1.22 Contributions 

Contributions reflected in the statement of financial performance consist of contributions to the leave reserve fund, 
working capital reserve (provision for bad debts). 

Leave provision is calculated on the number of compoundable leave days outstanding as at the Statement of 
financial position date, using the daily employment cost rate. 
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NOTES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2010 


2010 2009 


2. Investment property 



2010 



2009 


Cost / 

Accumulated 

Carrying 

Cost / 

Accumulated 

Carrying 

Valuation 

depreciation 

value 

Valuation 

depreciation 

value 


Investment 

property 


4,919,152 


(392,163) 4,526,989 4,919,152 


(361,997) 4,557,155 


Reconciliation of investment property - 2010 


Investment property 


Opening Depreciation Total 

Balance 

4,557,155 (30,166) 4,526,989 


Reconciliation of investment property - 2009 


Investment property 


Opening Depreciation Total 

Balance 

4,587,322 (30,167) 4,557,155 


Rental revenue earned 


384,539 262,587 


Details of Property 

Erven 231 and 232 (Hotel and House) 

Commencement: 1 December 1995 
Duration : 1 2 Years 
Termination date: 30 November 2007 
Payments : Monthly in advance. 

Erven 229 , 735 and 736 
(Land - Shopping Complex) 

Commencement: 1 9th June 1996 
Duration : 50 Years 
Termination date: 18th June 2030 
Payments : Year one 8 % of net rentals 
: Year two 9% of net rentals 
: Remainder 1 0% of net rentals 

Which together with the 2% payable to the Trust will not be less than R1 4,800.00 per year. 
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Transitional provisions 



Investment property recognised at provisional amounts 


In accordance with the transitional provisions as per Directive 4 of the GRAP Reporting Framework, investment 
property with a carrying value of 4,526,989 (2009: 4,557,1 55) was recognised at provisional amounts. The date 
at which full compliance with GRAP 1 6 is expected, is 30 June 201 1 . 

3. Property, plant and equipment 



2010 



2009 


Cost / 

Accumulated 

Carrying 

Cost / 

Accumulated 

Carrying 

Valuation 

depreciation 

value 

Valuation 

depreciation 

value 


Land and 
buildings 

21,538,477 

(3,298,334) 

18,240,143 

16,913,365 

(2,700,488) 

14,212,877 

Infrastructure 

68,272,017 

(10,779,950) 

57,492,067 

31,750,109 

(5,362,932) 

26,387,177 

Community 

9,453,823 

(796,378) 

8,657,445 

4,815,654 

(611,681) 

4,203,973 

Other property, 
plant and 
equipment 

9,672,030 

(5,867,249) 

3,804,781 

9,299,903 

(4,831,195) 

4,468,708 

Heritage 

342,605 

- 

342,605 

342,605 

- 

342,605 

Total 

1 09,278,952 

(20,741,911) 

88,537,041 

63,121,636 

(1 3,506,296) 49,61 5,340 


Reconciliation of property, plant and equipment - 201 0 



Opening 

Additions 

Disposals 

Other 

Depreciation 

Total 

Land and buildings 

14,212,8 77 

3,479,961 

- 

1,145,151 

(597,846) 

18,240,143 

Infrastructure 

26,387,177 

36,521,909 

- 

- 

(5,417,019) 

57,492,067 

Community 

4,203,973 

4,638,169 

- 

- 

(184,697) 

8,657,445 

Other fixed assets 

4,468,708 

667,357 

(34,444) 

- 

(1,296,840) 

3,804,781 

Heritage 

342,605 

- 

- 

- 

- 

342,605 


49,61 5,340 

45,307,396 

(34,444) 

1,145,151 

(7,496,402) 

88,537,041 


Reconciliation of property, plant and equipment - 2009 



Opening 

Balance 

Additions 

Disposals 

Transfers 

Other 

changes, 

movements 

Depreciation 

Total 

Land and 
buildings 

13,219,855 

978,985 

(40,001) 

(342,605) 

967,042 

(570,399) 

14,212,877 

Infrastructure 

19,399,717 

9,171,303 

- 

- 

- 

(2,183,843) 

26,387,177 

Community 

2,942,908 

1,409,620 

- 

- 

- 

(148,555) 

4,203,973 

Other fixed assets 

4,558,070 

885,867 

(68,157) 

- 

39,005 

(946,077) 

4,468,708 

Heritage 

- 

- 

- 

342,605 

- 

- 

342,605 


40,120,550 

12,445,775 

(108,158) 

_ 

1,006,047 

(3,848,874) 

49,615,340 


54 



Chapter 4: Municipal Financial Viability and Management 


Umzimkulu 2009-1 0.indd 54 


2011/06/21 



2010 


2009 


4. Intangible assets 


2010 2009 

Cost/ Accumulated Carrying Cost/ Accumulated Carrying 

Valuation amortisation value Valuation amortisation value 

Computer software, 1,006,738 (681,681) 325,057 952,622 (340,836) 61 1,786 

other 


Reconciliation of intangible assets - 2010 

Opening Additions Depreciation Total 

Balance 

Computer software, other 611,786 54,116 (340,845) 325,057 


Reconciliation of intangible assets - 2009 




Computer software, other 


Opening Total 

Balance Revaluations Amortisation 

420,721 352,890 (161,825) 611,786 




Transitional provisions 


Intangible assets recognised at provisional amounts 

In accordance with the transitional provisions as per Directive 4 of the GRAP Reporting Framework, intangible 
assets with a carrying value of 452,816 (2009: 611,786) was recognised at provisional amounts. The date at 
which full compliance with GRAP 1 02 is expected, is 30 June 2011. 


5. Assets in construction 

This consists of 


Kwa Njunga Access Road 
Nhlambamsoka 
Umzimkhulu Main Street 
Skoonplaas Access road 
Juta Access road 
Mpindweni Sikhulu Access road 
New Mountain Access Road 
Marhewini sports field 
Esikhewini River crossing 
Ntisikeni sports field 
New Village Access Road 
Urban Regeneration Flats 
Bonderand Access Road 
Rockymount Access Road 
Mnceba Access Road 
Khiliva Access Road 
T10 DEDA 
Rietvlei Taxi Rank 
Theefantein Access Road 


1,250,803 

- 

4,231,944 

4,052,049 

- 

11, 350, 855 

1 2,628,408 

7,509,402 

2,772,034 

_ 

141,390 

- 

- 

1,390,740 

- 

989,053 

- 

2,930,052 

294,750 

- 

- 

781,372 

3,002,584 

2,269,573 

- 

2,671,331 

- 

2,507,302 

- 

1,793,795 

- 

1,326,216 

- 

2,095,582 

- 

1,703,393 
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2010 

2009 

Elusizini 


1,629,288 

Ngunjin to Drifont Access Road 

3,498,339 

- 

Mncweba Access Road 

1,916,021 

201,404 

Nkofeni Access Road 

1,654,689 

- 

Gcwentsa Access Road 

2,129,286 

- 

Angus Farm Sportsfield 

2,072,277 

- 

Dulathi Access Road 

- 

- 

Sibomvini Access Road 

- 

- 

Piggery Structure 

- 

- 

Shearing Shed 

- 

- 

Street Lighting 

1,264,895 

- 

Dams 

- 

- 

Rietvlei Sportsfield 

970,641 

- 

Total 

6. Investments 

37.828.061 

45.201.407 

Investments consist of the following: 

FNB S/Call 32 Day 

205,003 

468,908 

FNB Clyesdale 

12,463,172 

1 1, 837, 392 

FNB Council Chambers 

30,780 

30,241 

FNB Ext 5&6 

1,538,840 

1,528,401 

FNB Ibisi 

1,047,525 

988,165 

MSIG 

7,397 

138,309 

MAP 

3,347 

3,295,800 

MIG 

460,337 

2,234,561 

Project Consolidate 

1,707 

102,134 

Reitvl/Cly 

706,789 

678,375 

Riverside Phase 1 

838,478 

805,048 

Riverside Phase 2 

4,289,210 

4,085,275 

Rural /Disaster 

6,039,693 

5,722,520 

Sports Facility 

140,243 

236,642 

Urban Renewal special project 

3,416 

6,286,045 

Urban Renewal flats 

77,760 

2,126,995 

Investment in Drought Relief 

141.740 

1.374.907 

Total 

27.995.437 

41.939.718 

7. Trade and other receivables from exchange transactions 



Trade debtors 

4 

- 

Other receivables 

588,347 

1,068,200 

Refund due 

85,581 

- 

Credit accounts 

694,405 

384,633 

Provision for bad debts 

(490,815) 

(490,815) 

Lease debtor 

3,834 

3,834 

Other 

- 

107,306 

Advance salaries 

24,304 

153,763 


905,660 

1,226,921 


$ 
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2010 

2009 

8. VAT receivable 

VAT 

9. Consumer debtors 

3,983,904 

1,752,753 

Gross balances 

Rates and refuse 

15,262,798 

8,527,429 

Less: Provision for bad debts 

Rates and refuse 

(8,341,484) 

(6,837,132) 

Net balance 

Rates and refuse 

6,921,314 

1,690,297 

Rates and refuse 

Current (0 -30 days) 

1,099,972 

298,295 

31-60 days 

1,131,176 

289,772 

61-90 days 

1,091,618 

1,084,197 

91 - 1 20 days 

1,112,621 

2,321,334 

1 21 - 365 days 

10,827,41 1 

5,041,263 


1 5,262,798 

9,034,861 

Reconciliation of provision for impairment of consumer debtors 


Opening balance 

(6,837,131) 

(10,599,373) 

Provision for impairment 

(2,199,275) 

(1,529,498) 

Amounts written off as uncollectible 

694,923 

5,291,740 

10. Cash and cash equivalents 

(8,341,483) 

(6,837,131) 

Cash and cash equivalents consist of: 

Bank balances 

556,090 

2,980,156 


The municipality's primary bank account is a public sector cheque account with First National Bank. The 
account is held at the Ixopo branch and the account number is 5255 573 091 3 

11. Finance lease obligation 

Minimum lease payments due 

- within one year 

- in second to fifth year inclusive 

Present value of minimum lease payments 
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2009 





2010 




Present value of minimum lease payments due 

- within one year 

- in second to fifth year inclusive 


81,567 

45,375 


Non-current liabilities 
Current liabilities 


126,942 

45,375 

81,576 

126, 951 


12. Unspent conditional grants and receipts 
Unspent conditional grants and receipts comprises of: 


Unspent conditional grants and receipts 


FMG Fund 

25,991 

- 

Housing projects 

25,964,892 

25,921,071 

Sports Facility Grant Fund 

554,501 

236,642 

MIG Fund 

- 

2,234,561 

MSIG Fund 

- 

138,309 

DTLGA Council Chamber Grant 

30,241 

30,241 

MAP Grant 

- 

3,295,800 

Project Consolidate 

12,192 

102,134 

Urban Renewal Special Projects 

- 

6,286,045 

Urban Renewal Flats 

- 

2,126,995 

Drought Relief 

234,557 

1,374,907 


26,822,374 

41,746,705 


These amounts are invested in a ring-fenced investment until utilised. 


13. Provisions 
Reconciliation of provisions - 2010 


Landfill site provision 


Opening Interest Total 

Balance 

1,033,767 71,330 1,105,097 


The landfill site provision relates to the costs of rehabilitating the landfill site when it reaches the end of its 
useful life in 2013 and has been discounted to reflect its present value. 


14. Trade and other payables from exchange transactions 


Payments received in advanced 

30,566 

188,801 

UIF accrued expense 

337,551 

- 

Accrued leave pay 

1,645,916 

888,047 

Accrued bonus 

1 16,424 

788,400 

Accrued expenses 

1,141,275 

6,620,977 
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2010 

2009 

MIG Accruals 


(4) 

Deposits received 

- 

42,615 

1 5. Government grants and subsidies 

3,271,732 

8,528,836 

Equitable share 

56,712,812 

36,313,077 

Government grant - operating revenue 

5,168,685 

3,855,302 

Government grant - capital revenue 

40,180,592 

55,538,498 


1 02,062,089 

95,706,877 

Equitable Share 

In terms of the Constitution, this grant is used to subsidise 
members 

the provision of basic services to indigent community 

FMG fund 

Balance unspent at beginning of year 

- 

210,737 

Current year receipts 

750,000 

250,000 

Conditions met - transferred to revenue 

(724,009) 

(333,637) 

Conditions met - transferred to accumulated surplus 

- 

(127,100) 


25,991 

- 

IDP Fund 

Balance unspent at beginning of year 

- 

96,562 

Conditions met - transferred to revenue 

; 

(96,562) 

Sport Facility Grant Fund (Capital) 

Balance unspent at beginning of year 

236,642 

633,823 

Current year receipts 

1,288500 

- 

Conditions met - transferred to revenue 

(970,641) 

(207,876) 

Interest 

- 

24,671 

Restate balance 

- 

(213,976) 


554,501 

236,642 

MIG Fund (Capital) 

Balance unspent at beginning of year 

2,234,561 

5,416,340 

Current-year receipts 

21,157,000 

23,654,855 

Conditions met - transferred to revenue 

(23,391,561) 

(29,238,689) 
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2009 





2010 


Interest 

Restate balance 


167,494 

2,234,561 

2,234,561 


MSIG Fund 


Balance unspent at beginning of year 

138,309 

395,923 

Current-year receipts 

800,000 

800,000 

Conditions met - transferred to revenue 

(938,309) 

(770,570) 

Interest 

- 

46,370 

Transferred to Accumulated Surplus 

- 

(471,723) 

Restate balance 

- 

138,309 


- 

1 38,309 

DTLGA Council Chamber Grant 

Balance unspent at beginning of year 

30,241 

468,188 

Conditions met - Transferred to Accumulated Surplus 

- 

(469,985) 

Interest Received 

- 

1,797 

Restate balance 

- 

30,241 


30,241 

30,241 

MAP Grant 

Balance unspent at beginning of year 

3,295,799 

3,676,888 

Current-year receipts 

- 

300,000 

Conditions met - transferred to revenue 

(3,295,799) 

(1,684,399) 

Interest 

- 

371,180 

Restate balance 

- 

632,130 


- 

3,295,799 

Project Consolidate 

Balance unspent at beginning of year 

102,134 

1,225,990 

Conditions met - transferred to revenue 

(89,942) 

(914,972) 

Interest 

- 

66,692 
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